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Retirement scheme is a popular topic amongst Hong Kong
employers in 1988. There were over 1000 new retirement
schemes being approved by Inland Revenue Department in the
year. This significant growth is a result of the employer's
effort to provide better employment benefits. But more
important, the growth is sparkled by the government's
proposed regulation of retirement schemes in Hong Kong. This
is also fueled by the 'Brain Drain' problem and the excellent
economic growth in Hong Kong which resulted in an acute
labour shortage. Retirement schemes had become a logical
means for employers to attract and retain qualified staff.
This paper attempts to dissect the market and
organisation of retirement scheme operations in Hong Kong and
the roles of various players in the operation of the
schemes. It then reviews the proposed regulations by the
government and the public opinions towards the regulation.
The impact of retirement scheme regulation on the social, and
economic aspects, and the future growth of retirement schemes
are also examined.
The writer has adopted a practical approach to this
research, reviewing the potential opportunities that may
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People are constantly seeking means to improve their
economic security. One cause of economic insecurity is the
probable reduction of one's earning power at old age.
Traditionally, Chinese people in Hong Kong usually meet this
risk by personal savings or counting on the support of the
younger generation. The westernisation and
internationalisation of Hong Kong have brought about basic
changes in traditional family structure. Old people
increasingly discover the reality that they can no longer
rely upon their younger generation's support, but instead
have to depend on their own personal savings. Retirement
schemes have emerged as a natural solution to this problem.
The growth of retirement schemes in recent years has been
phenomenal. As of June 1988, there were 6110 retirement
schemes with Inland Revenue Department approval. The growth
has increased significantly in the past 3 years. The number
of new approved schemes has grown at a rate of over 35% per
year (see appendix 1).
Based on the recommendation of a working party under the
Secretary. of Monetary Affairs, the government has decided
that 'retirement schemes should in principle be regulated to
provide a measure of protection to the beneficiaries'(1)
(1) Consultative Document on Prudential Regulation of
Retirement Schemes
2OBJECTIVES OF STUDY
Retirement schemes are provided by the employers for the
employees as a form of benefit for the protection of economic
security of the latter at their old age. The government
recently announced its proposed regulation of the retirement
schemes which would have a direct effect on the development
of retirement schemes. In view of the long term effect of
retirement schemes on the employers and employees of Hong
Kong and the prudential regulation of retirement schemes
proposed by the government, it is the writer's intention to
conduct a thorough study on this topic with the following
objectives:
(a) to understand the operation of retirement schemes in Hong
Kong
(b) to analyse the role played by various parties in the
retirement schemes
(c) to analyse the reasons and objectives of regulation and
its impact on the operation of retirement schemes
(d) to evaluate the opinions and comments of various parties
concerned about the regulation
(e) to analyse the impact of regulation of retirement schemes





A Retirement scheme may be considered as part of an
employee's benefit package. Its development is closely
related to the economic development of a society.
Traditionally, retirement schemes are only associated with
Government or large U.K. based Corporations, and is rarely
heard of in private corporation or industry.
In the 50's, the industries in Hong Kong had just started
and are highly labour intensive. The abundant supply of
young labour, mainly new immigrants from China, proliferated
the labour market and no demands were made for retirement
schemes from either employers or employees. In short, it was
an "employers' market".
In the 60's, retirement schemes had started to emerge and
were only popular in government and U.K. related firms. The
traditional Chinese family attitude of older people being
supported by the younger generation was still prevalent. The
mobility of labour and rapid rise of salary had made
retirement schemes a much too remote benefit to be considered
by the employees.
In 1973, the Energy Crisis brought about a major
worldwide recession. Hong Kong was badly hit due to its
young and export oriented economy which relied heavily on oil
imports. Many factories closed down and many workers were
laid off. The oil crisis was instrumental in waking up
worker to the realisation that retirement schemes would
provide cover to them and alleviate the traumas brought about
by economic downturn or unexpected laid-off. In August 1974,
the Government implemented the Severance Pay Act which
4required employers to provide severance pay for employees who
were discharged by reasons other than summary offences.
Simultaneously, the government also allowed owner's
contribution and its interest for provident fund or
retirement schemes to be applicable for severance pay. In
the late 70's, the employee's attitude towards retirement
schemes has changed partly due to the previous recession
experience and partly due to improvement in overall salary
structure.
In the 80's, the high automation and quality control in
production has highlighten the demand for quality workers.
The employer's concern on labour training and retention of
quality workers has made retirement schemes in the form of
provident fund an added attraction in staff recruitment.
Since the Sino British talks on the future of Hong Kong,
the so called 'Brain Drain' problem coupled with the economic
boom in Hong Kong in recent years has created a serious
labour shortage problem in Hong Kong. It has become
imperative for the employers to improve on employment
benefits such as retirement schemes to attract or retain
experienced employees.
In January 1986, the government implemented the Long
Service Payment ordinance which required employers to provide
lump sum payment for long serving employees with over 10
years' service. In June 1988, the government drafted a
consultative document on prudential regulation of retirement
schemes. The proposed legislature on regulation of
retirement schemes will be implemented in late 1989.
5Reasons for Regulation
Hong Kong Government has been known for its 'lassie Faire'
policy and the success of Hong Kong has been attributed to a
large extent to the Government's 'active non-intervention'
approach towards various industries and business sectors. The
recent consultative document on the prudential regulation of
retirement schemes has aroused the attention of the employees
in Hong Kong.
For developed countries like the United States and United
Kingdom, their retirement schemes are long established and
regulations were introduced over 20 years ago. It would be
useful to study the development of retirement schemes in Hong
Kong and its regulatory system against the background of
well-established schemes from developed countries.
Basically, the need for regulation of retirement schemes
may be summarised by the following:
1. There is a large amount of money involved.
2. The term or duration of the retirement scheme contract is
substantially long.
3. The money involved belongs to the beneficiaries or the
employees at large.
4. The employees are presently neither well informed nor in a
position to monitor the efficient operation of the
schemes.
No single one of the above reasons may contribute to the
necessity for regulations,' but adding together, they constitute
a very good justification for regulation.
6This may be exemplified in the consultative document by
the government which states:
'The main reason for regulation is as follows: Retirement
benefits can be considered as forming part of an employee's
remuneration package. Unlike wages or salaries, however,
these benefits are for delivery at a future date. For most
employees, these benefits involve relatively large sums of
money on which many will depend entirely for financial
security after retirement. There is a need to assure them
what the schemes can deliver when the time comes. However,
few employees are currently in a position to assess the
continued financial soundness of the schemes to which they
belong. The employees are also not given adequate
information. The most effective way to protect them,
therefore, is through statutory disclosure and other
regulatory requirements.'
Objectives of Regulations
There are various objectives which may be quoted for
regulation. The objectives usually quoted (2) may consist of
the following:
A) Internal goals- related directly to the operation of the
business
1. Solidity- preservation and enhancement of the
solvency of the business.
2. To ensure fairness and equity, and reasonableness in
the market.
(2) Spencer L Kimball- The Regulation of Insurance
7B) External goals- related to the public policies and
economy of the society.
Political
1. Freedom from government restraints- substantive and
procedural restraints on official action of various
kinds.
2. Local protectionism- the protection of local companies
from foreign competition.
Economical
1. Socialization of risk- a compulsory or
quasi-compulsory extension of coverage on an equitable
distribution of cost on purely social ground.




This Business Research Report performs an overview study
of the structure of retirement scheme and examines the roles
of various parties involved in the operation of schemes.
The proposed regulation by the government is studied and
examined against desired objectives and the public opinion
towards regulation is reviewed.
The research was conducted by the following means:
1. Personal Interviews Primary data is collected by
interviewing members of insurance institutions, fund
managers, actuary and marketing agents.
2. Collecting Supplementary Data Secondary data, such as
Government statistics on pension fund schemes, Employee
benefits statistics and past conference papers are located
and received. These have been analysed and incorporated
into the information pool.
3. Literature Review Academic conceptual models and related
literature regarding retirement scheme operations have
been reviewed and applied to the study.
9CHAPTER IV
PRESENT MARKET ASPECTS
We shall now proceed to review the market structure,
operation and organisation aspects of retirement schemes in
Hong Kong.
The Market
Apart from the number of registered retirement schemes
with the Inland Revenue Department, there is no official
statistics as to the existing market volume of retirement
funds in Hong Kong. Besides, there are many retirement
schemes in Hong Kong which are not registered. These
unregistered schemes are usually operated by the employers
themselves for the benefit of their employees. These schemes
are not registered as the employers do not bother to take the
trouble to go through complicated registration procedures and
also, there is no legal requirement for schemes to be
registered.
According to the survey by Census and Statistics
Department on employee benefits in 1988, over 70% of the
managerial and professional employees indicated that
retirement schemes in the form of either provident fund or
pension scheme is available to them. The figures for
supervisory and clerical grades however vary within the







These figures only indicate that retirement schemes are
available to the employees. The actual participation in the
scheme will be less than the above figure. An unofficial
estimate by a practitioner in the business estimated that the
figure of actual participant in was less than 30% of the total
working population. A market leader in the business who
manages over 3500 schemes out of 6110 registered retirement
schemes indicates that total assets under their mangement in
1988 ranged between HK$18 Billion and HK$22 Billion.
Based on the total annual salary income of Hong Kong
working population at March 1987 which was estimated at, around
HK$ 77.684 billion, and assuming 10% contribution to retirement
scheme per annum for 80% of the working population, the annual
new business volume would be 6.215 billion. This potential
new business volume is expected to grow with the inflation
index and represents a large sum for investment.
Reasons for Growth
Several reasons have sparkled the growth of retirement
schemes in Hong Kong.
1. Economic Problem of Old Age
Advancement of science and medical technology has brought
about longevity to modern people. Yet longevity will
bring about economic insecurity in that. people will
outlive their financial capacities to maintain themselves
at old age. Whilst social pressure discourages any
drastic change in the standard of living after retirement,
there are very few employment opportunities for old people
after
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retirement age. Accordingly, old people will be in
financial embarrassment shortly after retirement unless
they have their own savings.
2. Increased Productivity
For every employee in every organisation, there is always
the case when bec-ause of old age, the employee is a
liability rather than an asset, as a result of his
declining level of contribution to productivity is
vis-a-vis the compensation he is receiving. The employee
may be made redundant without compensation or transferred
to a less demanding position. But a retirement scheme
would allow the employee to gracefully depart from the
organisation and provide promotion prospect to the younger
generation which enables increased productivity.
3. Tax Consideration
The Government has encouraged the setting up of retirement
schemes by giving favourable tax consideration to both
employers and employees. For the employers, the
contribution to retirement scheme may be considered as
expenses up to 15% of employee's salary. For the
employees, the lump sum benefit received by the employee
is tax free.
4. Business Considerations and Brain Drain Problem
Employers have discovered that they are competing with
other employers in a free human resource market. The
previous employer's what "phenomenon has now been reversed
to become an "employer's what". To attract and retain
better quality personnel, employers have resorted to
fringe benefits on top of cash salary. Retirement scheme
is amongst one of the fringe benefits which will give
value added benefit after retirement.
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Compounded by the recent 'Brain Drain' problem in Hong
Kong, employers have found that they have to greatly
increase the level of benefits in order to retain existing
staff.
5. Legislation
The recent legislation by the government on Long Service
Payment and Severance Pay and the allowance by government
to use provident fund payment of employer to off-set the
long service payment liability has definitely encouraged
the growth in retirement schemes.
Organisation Overview
There are two possible approaches to the setting up of a
retirement scheme.
A) Insured Plan
The contributions are made to an insurance company which
guarantees a fixed return on the investment and the
principal benefit payment. All technical responsibilities
such as actuarial, investment, administration etc. are
assumed by the insurance company. The insurance company
may set up the plan as Group Deferred Annuities or Deposit
Administration Plan. Due to the tax regulation in Hong
Kong, the Deposit Administration Plan is the more popular
approach than Group Deferred Annuities adopted by the
insurance companies.
B) Trusteed Plan
The contributions are made to a trustee. The trustee has
the legal title to the assets but they hold the assets for
the benefits of the designated employees after their
retirement. The trustee will appoint actuary and
13
investment managers for the operation of the retirement
funds. They will also carry out the administration work
for the employer. The trustee may be an individual or a

















Arrangement of Insured Plan and Trusteed Plan
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Plan Objectives
The specific objectives of the employers for setting up
retirement schemes for their employees are summarised as
below:
1. Attraction and retention of employees
2. Meeting competitive standard of other employers
3. Cost consideration- to consider the probable cost for
setting up the scheme
4. Compliance with legal requirement
5. Social obligation- the employers would consider the
setting up of a retirement scheme as their fulfilment of
social obligation to the employees
6. Employee incentives- the presence of a retirement scheme
may not be a positive factor to improve morale, but the
absence of it is* definitely a negative factor
7. Corporate image- the provision of retirement scheme would
project a positive image for the company
Types of Plans
Retirement schemes may be divided into two main
catagories:
a) The Defined Contribution Scheme which is also called the
Provident Funds and
b) The Defined Benefit Scheme which is also called the Final
Salary Plans.
The Defined Contribution Scheme (or the Provident Funds)
is the more popular plan in Hong Kong and over 80% of the
schemes registered with Inland Revenue Department belong to
this type.
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The contributions of the employees and employers are fixed
at a predetermined percentage of the employee's monthly
salary. Therefore, the employer's contribution may be made on
a monthly basis without the need of an actuary. However, upon
retirement of the employee, due to unexpected inflation, the
benefits obtained by the employee may not be sufficient to
meet the living standard at that time.
The Defined Benefit Scheme (or the Final Salary Plans) is
more complicated in terms of contribution calculation. As the
benefit amount received is proportional to the final
retirement salary of the employee and the duration of service,
the computation of the employer's contribution will depend on
the rate of salary increase, the investment returns and the
morality rate of the employees. Due to the complication in
calculation, the actuary has to be called in to compute the
employer's contribution and hence the management fee of the
scheme is higher.
As the plan has taken inflation into account, assuming the
salary adjustment is in steps with inflation rate, the scheme
provides better protection to the employees. But for the
employers, their financial liabilities will be great when
inflation rate is serious or investment performance is below
expectation.
The main objective of any retirement scheme should be to
provide an adequate benefit to the employees on their
retirement which is consistent with the standard of living at
that time. The cost for the plan may be expressed as:
Benefits Expenses Investment Required
paid+ incurred- earnings= contributions
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The primary difference between the two schemes is: with
defined contribution schemes the level of contribution inputs
is fixed whilst with the defined beenfits scheme, the level of
benefit paid out is fixed. Hence when investment returns
declined, the employee would bear the risk of reduced benefit
for defined contribution scheme whilst the plan and the
employers would bear the responsibility of increased
contribution for defined benefits scheme.
Features of A Retirement Plan
The features of a retirement plan varies with the trustee
or insurance companies. The main features may be summarised
as below:
1. Eligibility
All full time employees below the age of retirement are
eligible to joint the scheme after completion of probation
period which is usually 3 months.
2. Retirement age
This varies with plans and employer, usually 60 or 65.
3. Contribution Rate
This varies with plans and employers. The most common
scheme would be 5% of basic monthly salary contribution
from employer and employees equally. However, this varies
with employers and business sectors. For electronic
industry, there may be no contribution from the lower
ranking employees. For banking industry, the employer may
be contributing 15% with employees contributing only 5%.
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4. Benefits
On retirement, the employee gets 100% of both employee's
and employer's accumulated contribution and investment
return. On resignation, the employee will only get 100%
of his accumulated contribution and investment return plus
a pro-rata share of the employer's contribution and return
(please refer to appendix). For dismissal due to
misconduct, fraud or theft, the employee will only get his
own contribution with no share of employer's
contribution. This helps the employer to maintain
discipline.
For all retirement schemes operated by insurance
companies, an additional benefit on disability, natural or
accidental death rider is usually provided which provides
either a minimum lump sum payment or minimum payment of
say 24 months salary.
5. Unvested Benefits
When an employee resigns or is dismissed, the employer may
use the unvested benefit to offset future employer's
contribution. According to an insurance personnel, it is
not uncommon for some manufacturing companies with high
turnover rate to enjoy contribution holiday. That is, the
employer is required to make little or no contribution
after 7 to 8 years operation as his contribution and




The funds from the employers and employee contributions
are invested either by investment managers appointed by the
Trustee or the investment department of insurance companies
themselves.
The investment funds may be catagorised as guaranteed or
non-guaranteed funds.
The guaranteed funds has a minimum guaranteed return on
investment at about 5% per annum. These are usually operated
by insurance companies or insurance subsidiaries of banks.
The investments are placed in a deposit administration fund
which is invested in traditionally 'save' instrument such as
bonds and deposit facilities.
The non-guaranteed funds provide no guarantee on the rate
of return nor do they guarantee any return at all. These are
usually operated by investment companies and also investment
subsidiaries of banks t, and insurance companies. The
investments are placed in more risky instruments such as
equity related unit trusts or projects. The risk is much





In a retirement scheme, there are usually three parties
involved apart from the employers and employees. They are-
the Trustees, the Actuaries and the Investment Managers.
Their roles in the retirement schemes are examined as below.
TRUSTEES
A trustee is someone who hold assets 'on trust' for
another person. The trustee can either be a private
individual or a corporate trustee.
The concept of a trust has its roots in 16th century in
England and was founded in English Case Law. It divides the
ownership of a property into legal and beneficial. When the
ownership is separated, a degree of trust must exist between
the legal owner and beneficial owner. Technically, the legal
owner holds the property or trust assets in his name for the
use and benefit of the beneficial owner.
The separation of assets ownership allows the retirement
scheme funds to be held completely separated from those of the
parent company and thus minimises potential corporate risk and
political risk. The corporate risk exists when the retirement
scheme assets are not separated from the parent company,
whereby the parent company may enter into liquidation or
suffer severe losses due to unfavourable business environment
rendering insufficient funds to meet the retirement scheme
liabilities.
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The political risk exists especially in the case of Hong
Kong when it is to be returned to China in 1997. Assets held
by trustees registered outside of Hong Kong will be treated as
foreign investments and will ensure payment after 1997.
The Trust is set up by a Deed of Trust and the trustees
are bound by the general law of the country and specific
responsibilities are laid down in the deed and rules which
govern how the retirement scheme is to be run.
The trustee has duties and obligations that are held to
exist in the law of equity and are responsible for the
following:
1. To protect the interests of the beneficiaries and of
future beneficiaries.
2. Not to profit from their role as a trustee
3. To exercise the required care and attention in the
execution of their duties.
Further, the trustee can be held personally liable for any
breach of trust that he commits and may be held personally
liable to make up any loss that resulted from the actions of
investment managers or lawyers to whom he had delegated some
aspects of the trust's administration.
Flexibility is another strength of a trust. To enable the
trust to adapt to future unforeseen changes, amendments may be
made with the execution of a deed of variance with the consent
of both the employer and the trustee.
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The trustee should provide the following services to the
client.
1. To advise on the best approach to retirement planning, the
design of the plan and how the best tax advantage can be
gained.
2. To help in the drafting of the trust deed document and a
workable set of rules and regulations.
3. Retirement plan administration which includes:
a) to receive contributions from members and employees
including production of account and maintenance of
members' balance and records.
b) to oversee the management of the investment of funds
including liaison with and selection of investment
managers.
c) to administer the benefits of the scheme.
d) to conduct regular investment and administration
meetings and to exercise control to ensure that the
scheme is run in accordance with original
documentation.
The danger of an in-house trustee is that it is not
'independent' and often act according to senior mangement's
instruction which would easily create conflict of interest.
ACTUARIES
The actuary is an expert in statistics, finance and
mathematical computation. His main role in a retirement
scheme is to perform actuarial valuation report, to supervise
the financial soundness of the retirement scheme and to assist
employers in compliance with regulatory legislation.
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The actuarial valuation is mainly for the measurement of
the progress of funding and recommend contributions for the
period until the next valuation date. More often, it also
serves the purpose of
1. Measure the solvency of the plan
2. Compare actuarial experience with that anticipated by
actuarial assumptions
3. Recommend revised actuarial assumptions and method
5. Bring to the attention of the plan sponsors regarding
legislative changes and economic fluctuation.
Although the actuary's principal function is with cost
planning for defined benefit plans, the actuary is also
providing consultancy service to sponsors which includes:
(a) Assistance with plan design
(b) Choice of the most appropriate funding medium
(c) Preparation of employee communications
(d) Technical back up for staff negotiation
(e) Special studies on location of plan offshore for tax
benefit or political risk avoidance or to introduce
currency protection into the plan benefit.
The actuary will be more involved in Defined Benefits Plan
as he has to ensure that the retirement fund assets have
sufficient funds to meet the liabilities when retired people
draw their benefits. The soundness of the retirement scheme
often depends on the proper financial projections and
assumptions made by the actuary and his decision has a long
range effect on the financial position of the scheme.
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INVESTMENT MANAGER
The investment manager is usually appointed by the
trustees to invest the retirement funds for the best benefit
of the beneficiaries. The separation of the role of trustee
and investment manager is to avoid a conflict of interest.
Even in insurance companies, the trustee and the investment
department are maintained separatly for the same
consideration.
The investment manager will advise the trustee as to the
best strategy for investment to maximise returns. Based on
the requirement and nature of the retirement schemes,
different investment strategies are adopted. The performance
of the retirement scheme relies directly on the investment
results of the investment managers. For the conservative
retirement funds, the assets are usually invested on long term
bank deposits or bonds. For the more aggressive retirement
funds which emphasize on high growth, they may be invested
heavily in equity stocks. It will be the investment manager's
responsibility to ensure that the investment is not exposed to
high risk without compatible high return.
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CHAPTER VI
PROPOSED REGULATION BY GOVERNMENT
In June 1988, the Government has proposed a consultative
document on regulation of retirement schemes. The public and
concerned parties are requested to comment on the proposed
regulation.
Proposed System of Regulation
The proposed system of regulation has the following main
elements:
a) Registration- All retirement schemes provided by
employers in Hong Kong except those covered by
legislation, must be registered. The retirement schemes
are required to conform to regulations set out by the
regulatory authority. Operating an unregistered
retirement scheme will be an offence.
b) Organisation- The scheme must be set up either as a trust
and managed by trustees or operated by insurance contract
or policies with authorized insurance companies. The
provisions in the trust deed will be subject to the
approval of the authorty.
c) Separation of assets- The assets of the retirement scheme
must be separated from that of the employer's business and
be held and managed under trust. Thsi ensures that the
retirement funds are not affected even when the employer's
business went into financial problems.
d) Disclosure- The employees will be advised about the
financial situation and benefits accrued under their
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individual titles and shall have access to the salient
features of the scheme.
e) Audit and actuarial review- The retirement scheme shall
be audited on an annual basis. For defined benefit
scheme, actuarial review will be performed at periodical
levels no longer that three years interval or after a
material change in the financial situation of the scheme.
f) Investment of assets- The trustees are relied upon for
the investment of the fund's assets. They are also
required to provide sufficient information to the
beneficiaries. The method and rules of investment however
are not specified by the government.
g) Adequate funding- Adequate funding is required to be
contributed at regular intervals to the schemes in line
with the accrual of benefit. For defined contribution
scheme, this shall be in line with monthly contribution.
For defined benefit schemes, the funding shall be
determined in line with actuarial principles.
h) Termination- When a scheme is being terminated, the
employer will be laible for any vested benefit due to the
beneficiaries not being covered by the scheme assets. The
beneficiaries would take priority over other creditors in
receivership or liquidation and would rank immediately
after preferential claims as severence pay and wages.
Regulatory Agency and Implementation
To monitor the retirement schemes, a new office under the
Monetary Affairs Branch will be set up to register the
retirement schemes.
26
The regulation will be backed up by new legislation and a
transition period will be allowed before the legislation
becomes fully operational. The government has clearly
indicated that it does not intend to force employers to set up
retirement schemes for their employees or stipulate the
minimum standard of benefit. However, should retirement
schemes be set up, they must be registered and under the
regulation of the new legislation and should be operated in a
manner of prudence and accountablility for the protection of
the beneficiaries.
During the initial implementation period, the employers
are allowed -to register their operating schemes within 2 years
of the enactment of the new legislation. Any unfunded vested
liabilities must be funded within 3 years from the dated of
registration. For unfunded accrued liabilities, they shall be
funded over a period decided by the employer with the
agreement of the trustees.
The registered retirement schemes shall continue to be




PUBLIC OPINIONS TOWARDS REGULATION
Since the publication of the consultative document, there
has been strong response from the employers, trustees and
investment managers. Their views are summarised as below:
Employer's View
As the proposed regulation of retirement schemes has
direct financial impact on the employers in Hong Kong, they
have shown active concern and has responded to the government.
The views of the employers are quite diversified but they
may be summarised into two groups.- The commercial sector
represented by the Hong Kong General Chamber of Commerce and
the industrial sector represented by the Federation of Hong
Kong industries.
For the commercial sector, the broad thrust of the
government proposal was endorsed and accepted. The need for
greatly improved government regulation, monitoring and
supervision of Provident Fund schemes was agreed. The
proposal for funding and separation of assets were endorsed.
The Chamber however feels that consideration should be given
to the qualifications expected in Trustees and that one third
of the Trustees should be appointed from external sources.
Further, the law in Hong Kong should not adversely affect the
non-Hong Kong based retirement funds. They recognise that in
the absence of a Central Provident Fund, the development of
privately funded schemes is needed and should be encouraged to
provide further social security to the Hong Kong workforce.
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On the other hand, the industrial sector, as represented
by the Federation of Hong Kong Industries, though fully
supports the concept of private voluntary provident funds, do
not endorse a central provident fund or compulsory private
provident fund. The Federation undertook a survey of their
members in September 1988 and they have the following
opinions:
1. Over 90% of the response agreed that retirement fund
assets must be separated from the employers' business.
2. Retirement funds should be managed by Trustees but no
consideration has been given to the Trustees'
qualification.
3. Adequate funding is also supported by the members.
4. Over 90% feel that there should not be rules on the
investment strategy of the retirement fund assets. Most
respondent would agree that irrespective of the existence
of investment rules, the fund assets should not be
invested in high risk instruments.
The Federation feels that should retirement schemes be
successfully implemented, the following should be improved:
1. A more comprehensive information flow should be supplied
to the public
2. Provide technical assistance
3. Increase its attractiveness
4. Fully utilise the marketing and sales media of
professional trustees, actuaries and investment managers
5. Improve the understanding of the public at large and
stimulate their concern about over the topic
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Professional's View
The opinions of the trustees and actuaries as
professionals in the retirement scheme business are quite
similar. The introduction of regulation to the retirement
schemes would create more business opportunities to the
professinoal trustees and actuaries 'who act as consultants of
retirement schemes. They have greeted the regulation with
warm welcome.
The trustees however voice their worries on the
qualification of the trustees as this is not clearly specified
in the consultative document. The present arrangement has no
minimum qualification and may allow even the wife of the
employer to be appointed as trustee to the employee retirement
funds. Many would consider that a minimum standard,
professional status or mix be stipulated. There are opinions
that there should be employees' representative in the trustees
or that one-third of the trustees should be independently
appointed.
Investment Manager's View
The Investment Managers would definitely benefit from the
regulation. The prudential regulation of retirement schemes
would require that funds be made available and invested in
various markets instead of reinvesting into the employers' own
business. The business opportunities to the investment
managers are obvious and they are most active in supporting
and giving opinions.
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The opinions may be summarised as below.
1. The Application time required for the setting up of
retirement schemes is too long. It is estimated that at
least 3 months are required from first application to
approval of plan provided that all is smooth. This has
always been an excuse for employers not to register their
schemes.
2. Insufficient understanding- most employers, especially in
the manufacturing sector, have little understanding about
the operation of retirement scheme, let alone how to set
up a scheme. More employees, especially at the workers'
level, have insufficient knowledge of retirement schemes
as an employee benefit. A proper promotion of retirement
scheme is needed.
3. Reduced financial pressure to the 'Sandwich Class'- Some
people advocate that the employee's contribution to
retirement fund should also be tax deductible to reduce
the financial pressure to the 'Sandwich Class' i.e. the
middle income group of the working population.
4. Develop the negotiation power of local labour unions- A
leading investment manager suggested that the labour
unions should unite themselves to bargain for better
labour benfits. Retirement scheme would definitely be a
major concern to the workers.
5. Employees participation in funds management committee-
Employees' representative should be allowed to participate
in the decision making and management of funds
investment. This would give the employees their concern
and involvement in their retirement benefits which would
encourage loyalty and sense of belonging to the company.
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6. Social welfare aspects- the government should enhance
social justice and improve social aids on limited basis as
a supplement to the retirement schemes to improve the
financial position of the low income retiree.
7. Regulations on Investments
The proposed regulation has no rules or restrictions on
the investment of funds. Certainly, a restrictive set of
rules would limit the flexibility and opportunities of
investment. However, a basic set of rules would help to
maintain the solidity of the funds investment. The
following are proposed by a leading investment manager.
1) No loans of funds to the employer or its subsidiaries
and associated companies.
2) The assets of funds, if invested in the shares of the
owner's company, its subsidiaries or associated
companies, should be limited to a maximum of 5%.
3) Investment in any single company should not exceed 5%
of the portfolio
4) The fund should not own more than 10% of the total
outstanding shares of any company.
5) Total investment in non listed company should not
exceed 15% of the funds portfolio.
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CHAPTER VIII
IMPACTS OF RETIREMENT SCHEME REGULATION
It is envisaged that the regulation of retirement schemes
will bring about significant and long term impact to the
society on both the social and economic aspects. Further, it
is also proposed by some leading personnel consultants that
appropriate retirement schemes may help to curb the severe
Brain Drain problem that is affecting Hong Kong at present.
Social Aspects
Assuming a normal retirement age of 60 years in Hong Kong,
an employee has an average working career of 40 years with a
life expectancy of around 20 years after retirement. This
means that each two years of work will have to support one
year of retirement.
Adequecy of benefits upon retirement is the major
endeavour of a retirement scheme. It is of course difficult
to define what level of benefit is adequate for each person,
as it varies with one's expectation. But with the regulation
of retirement schemes, the possibility of unfunded or
inadequate funding of retirement schemes is eliminated.
Further scheme and early vesting of benefit by the employer
will ensure that the employee will get an appropriate sum
proportional to his years of service. This would give real
economic security upon retirement and relieve the dependence




The greatest strength brought about by the regulation of
retirement funds is the capital formation effect. A social
welfare system would provide no capital formation for the
economy. It is essentially a transfer system that taps the
income of currently productive people and transfer to the
productive people of yester-year. A retirement fund is a long
term saving for future use. The accumulated sum may however
be beneficial to the present day economy.
We can observe the possible impact of the regulation of
retirement funds from developed countries like United States
and United Kingdom which has introduced regulation of pension
funds.
There is rapid growth in volume of retirement fund assets
which provides a powerful stimulus to the development of
efficient capital market and international finance market.
Further, there is a steady trend towards international
investment. Previously, many countries limit the extent on
which assets can be invested overseas. The justification is
the unwillingness to mismatch assets and liabilities and the
retention of capital for supporting local economy. Presently,
it is widely accepted for diversification of investment to
minimise country risk and to avoid downturn of local market
and to take advantage of better opportunities elsewhere.
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Brian Drain Problem
About three years ago, Hong Kong employers gave inadequate
consideration to employee benefits and retirement schemes.
With the serious 'Brain Drain' problem, employers had started
to react by offering employees retirement schemes to attract
or retain qualified staff.
It has become the popular practice now for employees to
look not only at salaries, but also fringe benefits when they
switch to new jobs. With the rising expectation of employees
and the acute shortage of staff and workers in many commercial
and service sectors, retirement schemes have become part of




Hong Kong is taking the leading role in many aspects
amongst the Asian countries. It is the leading financial
centre, the container port with the largest handling volume in
the world, the largest exporter for watches in terms of
volume, and many others. However, when it comes to retirement
schemes, Hong Kong is lagging behind the other neighbouring
countries.
It can be seen that there is still much room for expansion
and improvement in the development of retirement schemes in
Hong Kong. The majority of the working population is not
covered by retirement schemes especially in the manufacturing
sector. The efforts and determination of the government to
implement regulation for retirement schemes is seen as a
positive pushing force for the growth of the retirement
schemes market. The registration of retirement schemes and
the compulsory compliance with a set of minimum operation
guidelines will ensure the solidity and healthy operation of
all the schemes and provides protection to the employees in
Hong Kong.
For the proposed regulation, both employers and employees
will support the separation of retirement fund assets with
that of the employer's company for solidity consideration and
the management of the funds in the form of a Trust supervised
by Trustees. The qualifications of the Trustees are not
clearly defined in the proposed regulation. Many would
consider that the government should define a minimum
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qualification for the trustee. Furthermore, notwithstanding
the fact that it is not desirable to limit the means and ways
of investment, a minimum set of operation rules should however
be devised so that the fund assets will not invest in the
employer's company for over a certain percentage. This
diversification of risk would be important for the healthy
operation of the retirement schemes.
The growth of retirement schemes is seen as a positive
factor to the local economy. The Capital Formation functions
of retirement schemes have yet to be seen, but the results of
Capital Formation are evident in other countries where the
development of retirement schemes is well in advance of Hong
Kong. This Capital. Formation will help the development of the
local economy as it provides a stable source of equity funds
and helps to expand the local capital market.
For the growth of retirement schemes market in Hong Kong,
the concerned parties like the insurance companies, the
professional trustees, the actuaries and the investment
managers should promote the concept of retirement: schemes as
this benefits employers and employees alike. A large market
is still awaiting for further development.
It is the writer's hope that within a few years' time,
Hong Kong would command a forefront position in the important
development of "Retirement Schemes", and such breakthrough
could be instrumented in mitigating the exodus of workers from
Hong Kong, and that Hong Kong could share its expertise in
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APPENDIX 1
No. of Retirement Schemes Approved by
Inland Revenue Department
As of March 31
Year New Scheme Amended Scheme Accumulatd Total
78 N.A. N.A. 140E
79 N.A. N.A. 1731
80 327 283 2051
81 270 223 2319
82 269 238 2588
83 355 372 2925
84 382 282 3325
85 333 321 3658
86 447 378 4105
87 721 487 4826
88 976 925 5802
88(Jun 31) 6110
Source: Annual Department Report, Inland Revenue Department
Note: N.A. Stands for Not Available
APPENDIX 2a
of Managerial and Professional Employees
(Excluding Top Managment)
Jun 85 Jun 86 Jun 87 Jun 88
Provident Fund
Non Contributory 3 3 2 2
Contributory 32 34 33 38
Pension Fund
Non Contributory 1 1 1 1
Contributory 4 2 1 2
Retirement Fund 13 17 17 13
Combination of above 15 10 14 14
No Such Scheme 32 33 31 30
Source: Report of Salaries & Employee Benefit Statistics
(88) Census & Statistics Department
APPENDIX 2b
of Supervisory, technical, clerical misc
non production workers












7- Air freight 26 467 96
travel agency
Business Service
- Bank 14 59 27 12 88
- Insurance 11 59 30 96
- Technical 4 25 71 89
Consultancy firm
Personnel Service
- Motor vehicle 96 4 100
repair
- Sanitary service 95 100
Source: Report of Salaries Employee Benefit Statistics. (86-88) Census Statistics Department
Note:'*' denotes undisclosed
APPENDIX 2c
% of Supervisory, technical, clerical & misc
non production workers in Manufacturing Sector
Pension SchemeProvident Fund Scheme
No NonNon No






cotton Spinning & 91 87
Weaving
Knitting 92 100
Beaching & Dyeing 96 100
Wooden Furniture 100 100
Fixture
Paper box 99 100
Printing 2 6 92 99
Plastic products 78 100
Metal products 100 100
Wrist watch band 100 100
Electrical appliance 13 87 98Electronics 12 17 71 98
Boatyard & Shipyard 68 100
Photographic & 100 100
optical goods
Watch & clocks 67 100Jewellery 93 88Manufacturing 3 9 88 1 99
Source: Report of Salaries & Employee Benefit Services (Jun 86) Census Statistics Department
Note:'*' denotes undisclosed
APPENDIX 2d
% of Craftman & other operators in the Manufacturing Sector







Footwear 84100cotton Spinning &
Weaving 10095Knitting 10097Beaching & Dyeing 100100Wooden Furniture
& Fixture 10098Paper box 988983Printing 10074





optical goods 10088Watch & clocks
92946Jewellery
9919253Manufacturing
Source: Report of Salaries & Employee Benefit Services (Jun 86) Census Statistics Department
Note:'*' denotes undisclosed
1. Introduction
ComprehensiveR tirementBenefit Plan is
a ProvidentFundSehemenwhichis simply
the accumulationof the employers'sand
employees'contributionplusinterest.
1. 計 劃 簡 介
ComprehensiveRetirement Benefit




All full-time actively at workemployees
whoare agedbelow60are eligible to join







































































































AIACo., Ltd., A minimumreturn of
5%per annumwill be guaranteed.
Past Performance

















































Employeeis notassessedto salariestax on
Tumpsumbenefitspaidfromthis plan
7. Early Plan Termination
Charge



























8. Remark 8. 備 註
Applicableto groupwith 5 to 20 members 五至二十人之團體則可參加
Excerpt from Retirement Scheme marketing brochure - AIA Co Ltd
1)Q.Whatis a retirement plan?
A.Afundis setasidefor thebenefitsof an
employeewhenheretires, terminatesservice
or whendeath/disabilityoccurs.
2)Q.Whydo I needa retirement plan?
A.Fromthe Employer'spointof view













c) It is anindirectsalaryincrease.







4)Q. Whenbenefits are payable?













































5)Q. WhyshouldI chooseAIA as myfund
administrator?
















6)Q. Whatkind of servicescanAIAprovide?















































Excerpt from Retirement Scheme mareting brochure - AIA Co Ltd.




3 monthsMinimumservice with employer3 months 3 months
5%2. Members'Contributions 5% 5%
3. Employer'sContribution
10%Upto 5 years'service 5% 7'h%
12'h%5 to 10years'service 5% 10%
15%Over10 years'service 5% 10%
60 years4. Normal Retirement Age 60 years 60 years TotalCreditBalanceTotalCreditBalance5. NormalRetirementBenefit Total Credit Balance
6. Early Retirement
55 yearsMinimumage 55 years55 years
10yearsMinimumlengthof service 10years10 years TutalCreditBalanceTotdlCreditBalanceTotalCreditBalanceBenefit
TotalCreditBalanceplus7. Deathin Service Benefit TotalCreditBalanceplusTotalCreditBalanceplus 36 monthsSalary24 MonthsSalary12 monthsSalary
TotalCreditBalanceplusTotalCreditBalanceplus8. Disability Benefit TotalCreditBalanceplus 36 monthsSalary24 MonthsSalary12 monthsSalary





20%NilNil2 30%10%Nil3 40%30%Nil4 50%50%50%5 60%60%60%6 70%70%70%7 80%80%80%8 90%90%90%9 100%100%100%10 or more






Principal Rules of the
Defined Benefit Schemes
SchemeFSchemeEScheme D
1. Eligibility 3 months3 monthsminimumservice with employer3 months 5%5%Nil2. Members'Contributions Determinedby,consultantsDeterminedbyConsultantsDeterminedbyConsultants3. Employer'sContribution 60years60 years4. NormalRetirement Age 60 years 2'ri monthsFinalSalarytimesyears2 monthsFinalSalarytimesYears1'/4 monthsFinalSalarytimes5. NormalRetirementBenefit or Membership/Serviceof Membership/ServiceYearsof Membership/Service
6. Early Retirement 55years55years65 yearsMinimumage 10years10years10yearsMinimumlengthof service Asfor NormalRetirementbutwithAsfor NormalRetirementbutwithAsfor NormalRetirementbutwithBenefit a deduction2%for eachyeara deductionof 2%for eachyeara deductionof 2%for eachyear betweenEarlyRetirementandage60betweenEarlyRetirementandage60betweenEarlyRetirementandage60 TwiceMembers'CreditBalanceTwiceMembers'CreditBalance24 monthsSalary includinginterestplus36monthsSalary7. Deathin Service Benefit •mcludingterestplus24monthsSalary TwiceMembers'CreditBalanceTwiceMembers'CreditBalance24 monthsSalary includinginterestplus36monthsS,laryS. Disability Benefit includinginterestplus24monthsSalary
GreaterofGreaterofPercentageof NormalRetirement9. LeavingService Benefit (a) Mdniber'sCreditBalanceplus(a) Member'sCreditBalanceplusBenefitasfollows: interestorinterestor (b) Percentageof NormalRetirement(b) Percentageof NormalRetirement
Benefitasfollows:Benefitasfollows:
CompletedYearsof Membership NilNilNil0 NilNilNil1 NilNilNil2 25%25%25%3 30%30%30%4 35%35%35%5 40%40%40% 45%6 45%45%7 50%50%50%8 55%55%55% 60%9 60%60% 65%10 65%65% 70%11 70%70% 75%12 75%75% 809613 80%80% 85%14 859615 or more 85%
10. Members'CreditBalancesarecreditedat theendof eachfinancialyear
withthe' interestearnedontheGuaranteedFund.
Excerpt from Retriement Scheme
Notesto theseRulescanbefoundonpage20. marketing brochure- Standard Chartered






























Excerpt from Pension Management - Harvard Business Review


